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SUBJECT: Exclusion/Retired Pay and Survivor Annuities Received fromRetirement from
Armed Forces

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED __02-23-2000 __ STILL APPLIES.
X OTHER - See comments below.

SUMVARY OF BILL

Under the Personal Incone Tax Law (PITL), this bill would exclude from California

gr oss i ncome:

@ all federal mlitary retirement benefits or retirement paynents received under
a federal Survivor Benefit Plan (SBP) and

@ the first $20,000 of mlitary retirenent pay.

SUMVARY OF AMENDMENT

The April 6, 2000, anmendnents added several co-authors to the bill and nmade a
t echni cal change.

The April 3, 2000, anendnents deleted the bill’s prior |anguage and added

| anguage to exclude fromgross incone both all federal mlitary retirenent
benefits or payments received under a federal Survivor Benefit Plan (SBP) and the
first $20,000 of mlitary retirement pay. The amendnments al so added | anguage
maki ng certain | egislative findings.

Except for the anmendnents descri bed above and the itens discussed in this
anal ysis, the remai nder of the department’s analysis of the bill as introduced
February 23, 2000, still applies.

Speci fic Findings

Under existing federal and state |aw, the anmount of any reduction in the retired
or retainer pay of a menmber of the uniforned services to provide an annuity to a
survivor of the nmenber pursuant to Chapter 73 of Title 10 of the United States
Code is excluded fromgross inconme. Annuities received by survivors of deceased
menbers of the uniformed services pursuant to those provisions of |law are
included in the gross inconme of survivor. The cost of providing annuities under
SBP are partially subsidized by the federal governnent.

Board Position: Legislative Director Date
S NA NP
SA O NAR :
N OUA X PENDING Johnnie Lou Rosas 4/11/00

C:\WINDOWS\TEMP\SB 1725 04-06-00 SAOF.DOC
LSB TEMPLATE (rev. 6-98) 04/12/00 3:05 PM



Senat e
Anende
Page 2

Bill 1725 (Haynes)
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Pol i cy Consi derati ons

This bill refers to the federal mlitary retirenent benefits or paynents
recei ved under a federal SBP under Subchapter 11 of Chapter 73 of Title 10
of the United States Code. Federal mlitary retirenment benefits for
survivors of deceased nenbers of the arned forces al so are provi ded under
the Retired Serviceman’s Fam |y Protection Plan (RSFPP), established
pursuant to Subchapter | of Chapter 73 of Title 10 of the United States Code
and the Suppl enental Survivor Benefit Plan (SSBP), established pursuant to
Subchapter 11l of Chapter 73 of Title 10 of the United States Code. As
witten, this bill provides exclusion only for the SBP benefits, but not for
RSFPP benefits or SSBP benefits. Thus, this bill would provide differing
treatnent based solely on classification

| npl emrent ati on Consi derati ons

This bill does not define “mlitary retirenment pay.” Under federal | aw,
paynments to retired nenbers of the uniforned services include “retired pay”
(including disability retired pay) and “retainer pay.” The uniformed

services consist of the Arny, Navy, Air Force, Mrine Corps, Coast Guard,
Public Health Service, and National Cceanic and At nospheric Admi nistration

Once this concern is resolved, inplenmentation of this bill would not
significantly inpact the departnent.

FI SCAL | MPACT

Tax Revenue Esti mate

Based on data and assunptions discussed below, the follow ng revenue | osses
are projected to result fromthis proposal:

Esti mat ed Revenue | npact of SB 1725
As Amended April 6, 2000
Assuned Effective From1/1/00 Wth Enactnent After 6/30/00
(In $MI1ions)

Fi scal Years 2000/ 01 2001/ 02 2002/ 03
Revenue | npact (Rounded) -$175 -$145 -$150

The $20,000 limtation is applied to retirement paynents. Paynents of
survivor annuities are considered to qualify for a 100% excl usi on.

Any possi bl e changes in enpl oynent, personal incone, or gross state product
that mght result fromthis provision are not taken into account.

Revenue Estinmate D scussion

Revenue | osses woul d depend on the anount of qualified retired mlitary
paynments received in any given year for which state inconme taxes woul d
ot herwi se be incurred.
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According to available data fromthe U S. Mlitary Departnment, mlitary
retirement payments of $20,000 per year or less to California residents were
over $1,568 million in year 1999. |In the same year, the nunber of retirees
recei ving nore than $20, 000 per year was 53,979, resulting in nearly $1, 080
mllion of exclusions. The anount of survivor annuities paid to California
benef actors was over $263 mllion in 1999.

The total amount of $2,911 nmillion of exclusions was indexed by 3% annually to
project the qualified paynments for year 2000 and the years thereafter.

This total anmount was reduced 15%to allow for
@ current |aw exclusions for certain veterans’ conpensation and
@ recipients not incurring state incone taxes

A 5.5% average nmarginal tax rate was then applied to estinmate the state
revenue | oss (on the order of $130 mllion for the 2000 taxable year).

The 2000/01 fiscal inpact reflects all 2000 | osses plus 25% of the year 2001
| osses to allow for reduced estimated tax paynents.

POSI T1 ON

Pendi ng.



